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The European Mortgage Federation (EMF) and its European Covered Bond Council (ECBC) would like to 
express their support for the mandate given to the European Commission's High-level Expert Group 
(Liikanen Group) to consider the need for structural reforms of the EU banking sector and to make 
proposals accordingly with the objective of establishing a stable and efficient banking system serving 
the needs of citizens, the economy and the internal market.  
 
However, the EMF is extremely concerned that some of the measures proposed by the Group in its 
Final Report published on the 2nd of October 2012 would be detrimental for the European Mortgage 
Industry, consumers and potentially the wider economy. In order to ensure that the EU banking sector 
is stable and efficient, whilst, at the same time, allowing the European Mortgage Industry continue to 
fulfil its essential role in sustaining economic recovery and providing wider access to homeownership in 
Europe, we would like to comment on three sets of measures proposed by the Liikanen Group: 1) the 
treatment of mortgages, 2) the proportion of bail-inable debt and 3) the mandatory separation of the 
traditional bank and investment bank. 
 
Indeed the measures proposed by the Liikanen Group in these three areas could have far reaching 
implications for the EU Mortgage Industry as the very existence of some long-standing business 
models could be jeopardised, while the ability of others to continue to lend to the real economy could 
be severely constrained. These outcomes are contrary to the importance the Liikanen Committee itself 
places on diversity in the sector: “The EU Banking sector is diverse, which is valuable”1. 
 
1. Treatment of mortgages 
 
 Applying more robust risk weights in the determination of minimum capital standards in 

internal models 
 
Eventual increases in risk weights for residential and commercial mortgages could be disruptive and 
lead to reduced lending capacity, particularly for specialised lenders. The Industry recognises that, in 
some countries, systemic banking crises were the result of excessive lending. However, the EMF 
remains convinced that mortgage lending remains a typically low-risk asset class in the vast majority 
of member states, and provided evidence along these lines to the Commission in [2009] when there 
was an early proposal to limit the 35% risk weight to loans up to 40% LTV. As a result, inter alia, of 
                                                      
1 High-level Expert Group on reforming the structure of the EU banking sector, Final Report, Brussels, 2 October 2012. P32. 
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the EMF's representations, this proposal was dropped. Moreover, given that as soon as the CRR is 
implemented, fully consistent mortgage loss data from all member states will start to be provided and 
collated under Article 96, it would be premature to take measures before this evidence base is 
available.  
 
Furthermore, IRBA risk weights are the result of rating models which are thoroughly assessed and 
approved by supervisors. Therefore, these models do, in principle, already reflect known loss 
experience incurred in recent real-estate driven crises - where relevant to the particular institution and 
member state. Against this background, ensuring that the feedback from known loss experience into 
IRB PDs, LGDs and risk weights is robust would appear as a better, more logical approach than 
applying arbitrary floors as the Expert Group proposes. 
 
While the Industry acknowledges the Liikanen Group’s focus on providing for precautionary measures, 
it should not be forgotten that those mortgage lenders who use internal rating based models to define 
their risk weights are typically the biggest lenders on a given market. Therefore, increasing the risk 
weights for these lenders would disproportionately affect that real estate market. In consequence, the 
Industry urges the Liikanen Group to exercise caution in relation to such proposals, as they could in 
fact jeopardise economic recovery. 
 
 Maximum loan-to-value (LTV) ratios included in the instruments available for micro- and 

macro-prudential supervision 
 

The EMF understands from the Liikanen Committee’s Report that lending thresholds are being 
recommended as a macro-economic tool with the purpose of “limiting the risks stemming from real 
estate markets”2. The EMF has a number of concerns in relation to this recommendation, which it 
believes outweigh any perceived benefits in terms of financial stability. In fact, the EMF is of the view 
that a variety of other ‘tools’ have/would have a similar impact on financial stability without the 
drawbacks associated with lending thresholds. These ‘tools’ include the new CRR/CRDIV and the new 
consumer protection rules in the upcoming ‘Mortgage Directive’, including information and adequate 
explanations, creditworthiness assessment and standards for advisory services. 
 
In a consumer protection context, LTV and LTI ratios are fundamental elements, alongside others, in 
the creditworthiness assessment. However, the EMF strongly believes that caps on these ratios are 
blunt tools that would unnecessarily restrict access to credit for borrowers. In other words, an outright 
ban on lending above a certain threshold would be an inflexible measure that fails to take account of a 
borrower’s financial situation and to distinguish between those borrowers who will and those who will 
not be able to repay. Such an approach would, in fact, disadvantage consumers who are able to repay, 
excluding them from the mortgage credit market. In our view, what is really important is a proper and 
full assessment of the borrower’s creditworthiness i.e. their ability to repay, taking into consideration, 
but not relying exclusively on, the LTV or LTI. 
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Significantly, these are the very conclusions drawn by the UK’s FSA in July 2010 in its Mortgage Market 
Review3, based on significant analysis and consultation of stakeholders. As the EU’s largest mortgage 
market, with a total volume of outstanding mortgage loans amounting to €1.45 trillion which account 
for almost 23% of the total EU mortgage market at the end of 20114, the EMF believes that the 
significance of the conclusions drawn by the UK regulator should not be overlooked in the context of 
any future EU intervention in retail mortgage credit markets in this respect. 
 
Linked to the risk of exclusion from the mortgage credit market are the subsequent risks of exclusion 
from or restriction of access to homeownership. A 2011 OECD Article on “The Evolution of 
Homeownership Rates in Selected OECD Countries: Demographic and Public Policy Influences”5 
observes that “a 10 percentage point increase in the LTV could raise the homeownership rate of 
households in the second income quartile by 1.9 percentage points, holding all else equal (including 
the price-to-rent ratio). By comparison, a 10 percentage point increase in the LTV could raise the 
homeownership rate of households aged 25-34 years in the second income quartile by 4.4 percentage 
points, holding all else equal”. It logically follows that a cap on LTV ratios would have the reverse effect 
of creating a situation where households, and in particular young households, are restricted, if not 
prevented, from accessing home ownership unless they can fall back on the support of their families. 
The OECD Article cited above comes to a similar conclusion, “This is consistent with the idea that the 
down-payment constraint particularly affects younger households, who have had less time to 
accumulate a deposit”. The EMF is of course cognisant of the fact that levels of homeownership alone 
are not a driver or indicator of economic stability - the German market is a case in point in this respect 
with the lowest level of homeownership in the EU at 43.2%6 at the end of 2010 -, and that the issue of 
homeownership is strongly linked to culture. However, the benefits that owning one’s own home can 
bring in both economic and social terms should not be ignored in the discussions surrounding lending 
thresholds.  
 
A key concern from a macro-economic perspective is the real risk that, rather than for example ‘taking 
the heat out of a given market’ by purposely limiting access to mortgage finance, caps on LTVs or LTIs 
could ultimately only serve to push certain consumers to ‘make up the difference’ either by relying on 
unsecured credit or even by resorting to the unregulated credit market. From a consumer perspective, 
this would lead to a situation where borrowers find themselves facing significant interest payments on 
short-term loans for what is supposed to be a long-term transaction. 
 
2. Bail-inable debt – the use of designated bail-in instruments have an impact on the 

liability side of the balance sheet 
 
The Liikanen Group strongly supports the use of bail-in instruments within the scope of the Bank 
Recovery and Resolution (BRR) Framework which would give power to write down claims of unsecured 

                                                      
3 CP10/16: Mortgage Market Review: Responsible Lending (July 2010), Pages 42-43. 
4 Source: European Mortgage Federation, Hypostat 2011 
5 Andrews, Dan and Aida Caldera Sanchez (2011), “The Evolution of Homeownership Rates in Selected OECD 
Countries: Demographic and Public Policy Influences”, OECD Journal: Economic Studies, Vol. 2011/1 
6 Source: European Mortgage Federation, Hypostat 2011 
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creditors or convert debt claims to equity. Article 39 of the BRR Proposal requires a minimum amount 
of “bail-inable” assets as a proportion7 of the total liabilities.  

This requirement would in particular place specialised mortgage lenders in a difficult situation as a 
higher ratio might not be compatible with the liability structure of their balance sheets which largely 
consist of covered bonds with no or only little senior unsecured debt.  

The compulsory provision of bail-in eligible liabilities would lead to a massive overhaul of existing 
refinancing structures, as the balance sheet cannot be inflated on one side by additional bail-in eligible 
liabilities. 

This might lead to a situation where fully or partially secured real estate financing would be refinanced 
by unsecured debt therefore significantly increasing the risk of the business model, the cost of funding 
and, as a consequence, the cost of mortgage lending.  

Furthermore, unsecured refinancing would be made unreasonably difficult in general. The risk, in the 
case of crisis, that a claim against a credit institution could automatically be lost, partially or 
completely, will have a lasting negative impact on willingness to invest would result in yet further 
reduced access of mortgage lenders to senior unsecured markets 

The Industry believes that the impact of the use of the bail-in tool on the liability of specialised lenders' 
balance sheet should be assessed with caution. Differentiated proportions of bail-inable liabilities based 
on business models or applying the rule only on a consolidated basis could be a solution to the 
problem. 

Finally, the bail-in tool is to address primarily interconnectedness and systemically important banks 
with the aim of ensuring investor involvement in covering the cost of recapitalisation and the 
compensation of depositors. However, a number of European specialised mortgage lenders do not or 
not significantly base their funding on deposits, therefore this resolution tool has no or negligible added 
value.  

3. Mandatory separation of traditional banking and investment banking activities 
 
The recommendations of the Expert Group are intended as a” one size fits all” solution applicable to 
the EU as whole, therefore not taking into account the great heterogeneity of the 27 Member States in 
terms of business models and consequently affecting local business models that continued to perform 
well during the crisis. 

In this context, the criteria used in the Liikanen Report for determining which banking groups in which 
trading activities are to be separated from core banking activities, which is the proportion of “assets 
held for trading and available for sale” to total assets, may prove too simplistic.  

                                                      
7 An original 10% ratio was deleted from the main text of the BRR Proposal, but remained in the Explanatory Memorandum. 
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In many countries, the funding of mortgage lending is based on the issuance of covered bonds through 
which the mortgage lenders transform illiquid mortgage loans into liquid assets. These liquid assets 
appear in banks’ trading books (instead of their banking books as loans). This means that, from an 
accounting perspective, trading books would appear to be larger for banking groups operating in 
countries where covered bonds are used as the main funding tool of mortgage loans, than for banking 
groups operating in countries where deposits are channelled directly to fund mortgages.  

As such, the application of the Expert Group’s criteria to a heterogeneous market would cause the 
structural characteristics of the banking system to affect the ranking of banks. Accordingly, a mortgage 
system that has proven stable during the crisis would be disadvantaged by the use of the proposed 
criteria of “assets held for trading and available for sale” to total assets. A mandatory separation of, for 
example, market making activities of mortgage bonds into a new legal entity may have unintended 
consequences for the liquidity of the system and ultimately financial stability. 

To conclude on this point, the proposal of mandatory separation of retail- and trading activities does 
not adequately take into account different business models across the EU. As the proposal inevitably 
implies high costs for the universal banks, e.g. in terms of less liquidity, less diversification, and higher 
funding costs, the benefits from a societal point of view should be clearer.  
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